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INTELLIGENCE HIGHLIGHTS NO. &
WEEK OF 15 JUNE - 21 -JUNE 1948

SESCTION I, SUMMARY OF FAR EAST TRENDS AND DEVELOFPMENTS : !

US consideration of the industrial rehabilitation of Japzn has given
rise to uneasy speculation on the part of other nations with Far Eastern
interests that an early Japanese peace treaty could impose limitations on
Japanesa industrial activity which would alleviatse the fear of a resurzent

Japan (page 3)e dJapan may produce railway rolling stock for Soviet vss in
Sakhalin (page 3).

Australian good-will mission to Southeast Asia, headed by MacMahon
Ball, is meeting with strong opposition because of the "White Australia®
policy, (page U4). At the United Nations Economic Commission for Asia and
the Far East meeting in India, 1 « 18 June, both the US by its atand on
financial aid and the USSR by its debating techniques which greatly slowed .
progress at the conference, appear t0 have lost popularity with delegates

from Far Eastern comilies, (page 5). Soviet economic activities in South-
east Asia continuve, (page L).
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Japanese Fremier Ashida's decision to dissolve the Diet and hold slections t
rather than to resign, may be taken as a test of SCAP's attitude which until i
racantly has been opposed to new elections (page 6). 1

Negotiations between Seoul and Pwongyang to effect a2 settlement of the !
slectric power dispute have reached a complete stalemate.(page 6). E

Increasing military activity over a wide area in China was highlighted
by the Commmist capture of the important city of Kaifeng (page 7). Factione
#3iam in the legislative Yuan is further indication of the rifts in the KMT
ond while such rifts may be indicative of the appearance of damocratic
tandencies on the Chinese scene, they are hindering the formnhtion of any

tnified or effective government policy (pages 7). Chinese students plan to ‘
oxpand anti=-US activities (page 7)o - a
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HOTE: " "Tn suceseding sections of this Weekly, the following marg'lnal
7 wnotations are useds

{1) Wl)}asterisk (*?L- to indicate that all or pert of an
item is based solely upon information from Stalds -

- S/s distribut.i n series.
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(2) wan, npv, op “C" - importance, in B/FE's opinion, of
the item, with "Wﬁ;iﬁg the most important ones,
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SUPSIARY. (continved)

Prolonwed disturbances in Halaya, which now can be comsiderad likaly,
g n"w'l dapmive the UK of a major dollar earning area, the US of a source of
-41 new matarials and would sariously jeopardim the success of the
Doesn Racovery Program (page 9).

Swoesas of the new nrovisional roegime in Indochina may depsnd an the
ahil 1*v of Hirrh Gomissioner Bollaart, at present enroute to Par:ls. to

&RE -ﬁram@minw +he Franco—‘!iet.namese treaty, (page 9).

Amnesty for dissident sgrarian organizations may result in an inc“sasingly
axtionalistic trend (page 10). -
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S6CTION IT. DEVELOPMENTS IN SPECIFIED AREAS -

S TR BX

Avstralis desires a statement of US aims in Japan

US consideration of thos industrial rehabilitation of Japan has given ngn
Tizse 10 uneasy speculation on the part of other naticns that sn early
Jdapanese psace treaty could imposs limitations on Japanese industrial
activity which would alleviate the fear of a resurgent Japan, Typifying
this concern is the Australian attitude regarding recurrent Japansse
cconomic penetration with the attendant pogsibility of Japanese military
rozurgence. A Reuter despatch from Canberra quotes Australian Extermal
Affairs WMnister Evatt as charging (1) that the US policy of building wp
Jdapan would result in danger for Australian and the Facific natioms,

{2) that this view is shared by other British Commonwealth members on the
FEC, and that (3) whereas Australian policy as regards the peace treaty has
not changed in any respect, worsening of US-USSR relationships has caused
the former American position regarding Japanese industry to be superseded
by a policy similar to that which was followed in Germany after the first
Viorld War, In view of these and gimilar changes, SCAP believes the time
opportune for the issuance of a US policy statement vis-a=vis Japan.

dapan may produce railway rolling stock for the USSR

SCAP has reportedly approved the manufacture by Japan for the USSR of "“BY

£3,500,000 worth of raillway rolling stock in exchange for coal, coking coal,
wood pulp and other raw materials produced in Soviet-controlled Sakhalin,
Under the reported agreement, Japanese factories will manufacture 30 loco-
motives, 150 freight cars, 20 refrigeretor cars, 20 tank cars, and a number
of passenger cars for railways in Sakhelin, All this rolling stock will Ye
narrow gauge, not widely used in other parts of the world.

The USSR has been negotiating with SCAP for such an agreement for some
timw. In May of this year, the US Polltical Adviser in Tokyo ssked the
Department of Stete for advice on such an agreement in view of US export
raegtrictions on the manufacture and sale to the USSR of items that may be
used in a re-armsment program in that comtry. (Bee FE/P Weekly L May-10 May
1948), At that time, the Department of State replied with the preliminary
opinion that each such transaction must be .considered on its merits in the
light of goods obbtainable by Japan from the USSR. The execution of this
agreement would mean that SCAP has determined that the railway rolling stock
would add little to the USSR war potential whereas Japan will recsive quanti--
ties of essential goods which are not obtainable elsewhere.
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GEHERAL (continued)
63 noiicy in the Far Tast criticized by Singh

Tha cha_r'ge that US policy in the Far Zast is vacillating and temporary ®B" |
0 nede by the Indian delegate to UNTCOK, Singh.in an unofficial conver-— !
antion with US political Advisor, Jacobs. Singh said that the US ssemed to :
b diracting nll its aitention towards Eurove and neglecting the Far East.
Yig intimated that perhaps the US had decided that it cannot effectively i
QORGER the USSR on all fronts and as a result planned to abandon Asia. i
Zscause of the irresolution of TS policy, Singh said, Far Eastern nations ?
are facad with the dilemma of either alding with the US and rumning the
wink of baing let down or of sesking to slide, as gracefully asg possible,
ingo tne Soviet orbit. Shigh's statements, arse probably indicative of the
views held by scme informed and influsntial persona in Far Eastern cowmntries
and consequently, exert some influsnce on the attitudes of these countries
towards the US and ite policies,

USSR economic activities in Southeast Asia continus

USSR econondce activities in Southeast Asia (SEA) appear to be galining "B
momentuns Further Soviet offers to buy unlimited quantities of ¢tin and as
zuch as 3,000 torns monthly of rubbar in Slam together with 2 newly oxprassed
Czachoslovakian interest in rubber and other cameodities indicate Sovist
osgerne3ss to compete in the SEA marksed, Tn addition, USSR shipping facilitiss
are reporved to bs readily available for trade with Sism. Trade representa-
“lves of the USSR and Czechoslovakia apparently are agreeable to payments in
U8 dollars, UKnmmdscrbybarter The USSR has offered to export to Siam,
among othar goods, newsprint, chemicals, coal, and oil, The Soviets are
raported to be enlarging their area of economic activity by recruiting Chinsas .
agents for the penetration of Siam and Malaya and through Siamese and Chiness
Jabor unions in Bangkoke.

Australis mission to Southeast Asia meeting with strong opposition

Australia’s attenpt to develop harmonious and consatructive relations npe
with the couniries in Southeast Asia through an educational and ralief
miasion under the leacdership of McMahon Ball, is meeting with strong and
wnexpscted opposition. Leading Malay, Chinese, and Indian political
leaders in Singapore attacked the mission on the grounds that Southeast
Asian resentment of the "White Australis” immigration policy was not to be
allaysd by good-will gestures alome., The chairman of the Left Wing Nations-
list Party refused an invitation to meet Ball, while the president of the
Right Wing Malay Union informed Ball that Australis's immigration laws caused
distrust throughout the avea,

Reations in Australie #0 this development have been mixed., Some fedexal

SECRET
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' GENERAL (continued)

mirvdoters auggested that 2 conference be called to iron out difficmlties,
Thy Sydney Horning Horald atiacked the “racent harsh interpratation® of
the “m‘i%‘ln orotion Yaws, Wille the Sydney Daily Mirror demanded Ballls recsll,
following his statemont that the next tén years mi.pht see a change in
Avstralia's immigration policy. This latter statement was dsnounced by
Foreign Minister Bvatt as outside the competence of the mission,

- Third Session of UN-ECAFE fails to develop concerted progrzm for +he sconomic
rohabllitation of the Far Lagbe

The United Natlcns Feonomic Commiseion for Asia and the Far Rast neeting
in Ootacammd, India, Jure 1 -~ 18th, concluded its third session with litile
tangible evidence that progress had been made towards the econcomic devolop-
mont and reconstruction cf the Far East, Like the previous conference, held
in Baguio, P.I. in November 1947, leaders of the Far Fastern delagations
maintained thot mo improvement in their economic position could be achisved
without assistance from western natioms in the form of cepital poods. The
US ambagsador Henry F. Grady, howsver, dispelled any impression that the US
intended to bolster Asian recovery with outright nonetary gifts. Both US,
by its stand on financial aid, and the USSR, by its debating techniques which
groatly glowed progress, appear to have lost popularity with delepates from
Far Bastern countries. The earlier sessions of the conference were marked

- by a political controversy centering around the decision on the application
of the Indomesisn Republic foir associate membership. Uneblo to agree, the
conferess accepted a resclution by the Philippins delegation which postponed

- action on the issue until the fourth session, A Soviet delegate asked for
consideration of Vietnam mambership, but an issue was avoided by a ruling of
the Executive Secretary that the Vietnamese had not applied for membership,

The session did, howsver, provide an opportamity for an exchange of
views by Scutheast Asian comtries cancerning the possibilities for future
cooperation, and the machinery to effect implementation of future decisions
was agreed upon, Temporary headquarters of ECAFE will remain at Shanghai,
and fustralia will be the scens of the fourth session which will be held in
November 1948,

- ,em\
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Ashida's position muy be taken as & test of SCAP's attitude which
until recently has been opposed to new elections. At the same time it
nay represent a challenge of the abiliiy of the opposition to organise
sufficient popular support for a clear-cut-~electoral victory. -

Zurors of Emperor's Abdlcation unfounded. SCAP believes the recent "G
speculation concerning the possible abdication of Fnperor Hirchite to be
unfourded. e further believes that these rumors are inspired larpely by
foreign sources, and are a corollary of the Mirveterate irresponsibility"”
of the rress correspordents who scek sensationalisn.

KOREA

.ecotiations between Seoul and Pyong ang to effect & settlement of nee
the electric power dispuie have roached a complete stalenate. The Soviet
reply of 15 June to Gen. liccige in South Rorea by (en. Mir. Se Pe . arkulov,
Commanding Ceneral of the Soviet Forces in North Korea re-stating the
Soviet refusal to accept responsibility for the cut~off of the flow of
electric power from North to South Korea was expected. The US is now
faced with two alternatives: (1) the US can deal directly with the Nerth
forean Feople's Committee as the USSR insists, however, this would be
tantamount %o US recognition of the sovereipnty of that body in North
Korea, or (2) the US ¢an meke representations on a Washinrton - Yoscow
level aithough this new approach offers little hope for a satisfactory
settlement. However, such representations might be considered by the
Koreans as evidence of the good faith on the part of the US to settle
the dispute thus having a salutary effect.

“Srenen,
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atung-Honon Lordoar s+aa remained ibs foeal puiot of #he Chinasse "an
35y wett.  Usspite tabionalist cofntsr pressire, the

> conbinued thair acuthward drive alonpg the Tisnbsin~Pukou Reilway,
wizhal Eailwyy betwaen Zaifeng and Hauchou, and. joinirg with wnids
oo o Doatpal Ching vegion, Lavmechod the latast in & ~aries of atbacks

upon e Chsnghslon~¥aifenyg arsia. The quicl recognition cliven the Commmist
ceplars of Zoifeng Uy the Hatlonaiist press way reflescy ~abionalist convictien
trat tha Someundete wiil siwoly loot the olty and withdrow without defending
it in ik Jacs of WNablonalish comiar-gStacis. o the rovrth the Commmniste,
after cithavawing from Changheh, hava atrtacked the Felni c=¥ukden Railwayr in
s wicindty of the Roilan 20a} Tholds nzar Peagshan. 5 Lionslish relinforcas
3ilE subseguently reduced thal tlaaab, but the Commwaie~s shifted their
atbacks sastward 4o tho Luanhsien ares.

Althovush tha Nationalists have failed to seize the militarv initilative
in this psriod of relative Communist quiescence, Nationalist leadors are
raportadly confident of their abllity to strengthen and hold preasently
accupisd areas and are even thinking of possible counter-offensives when and
if the Commmists wmove, leaving thelr base areas wulnarable,

Factionalism in the Legislative Yusn has resulted in severe attagks on “AM
Wong Usn~fiao’s program, Wong, wWith no polit%?al following of bix own, may %
not last more than a few months as PremierXA®Y, V. Sooos csbimaves phat even
the Generalissime can not control more than 25% of the hgislatm’i* Sun Fo,
President of the Lepiglative Yuam, dsplorsd the fact that the meny divisions
pravented the emergence of any capable legislative lsadership. One legislator,
nost cubspokan in his criticism of the Govermment, said that soma membera of
the Yvar may form a third party if necassery. This factionzlism is further
indication of the rifts In the Kvomintang, While it may bs evidence of the:
appearance of democratic tendencies cn the Chinese scane, this ccoaflict s
hindering the formulation of any wnified or effactive covermment policies,

Li Tsung~jen's progrom for reform as explained by Ean Chish-bou, his
political advisor, anticipates the removal of Chiang Kai-shek when Chiang's
support from the Whampoa Cliqus dlasolves. According 4o Kan, after ths
introduction of many new faces into the Govermment and tha formation of thizxd
varty irom slemsnts in the Iegislative Yuan, Li hopes to effect a settlemmnt
with the Communists that will give the lattsr a minor position in the Govern~
ment. Ab present, however, Li appeara to be making little progress with his
program and it is doubtful if he can make ths accommodstion with the Communiste
which he is reported to desire, ' :

Anti~American movemonts, Ths Chiasctung Univeraity students, who have °B®
bsen agitating agsinst the alleged US policy of resurrecting a militant Jopany
have seemingly mansuversd the Shanghal mayer into a dilemma, They have rofused
{0 answor hisz eight squestions desipgned %o uvncover the organizetion behind the
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recant student unrest. Mayor Wu had stated that 1f satisfactory answers

viaPe not returned, he would summon the students for quest,ioning before a
“ribunal of public opinion bodies and he has now decided to invite delegates
fron a largs number of public organs to form such a tribunal., However, the
Srapghali Copsulate feols the kayor is deeply concorned over the students
plang o invest the movement with the character of a "cause celsbre" and to
wrove tho "pure motive®" behind their actions, in which designe they will be

- cssisted by solidified anti-US sentiment in nonestudent circles and a goneral
vondency to condaone Shese student activities,

Rewction to US policy in Japan came from still another source when Fong
fong Luoinosamsn recently established an asgoclation to oppose US aid to
Japanese industrial TRCOVET Y.

Re-opening inland waters to forsign ehipp ing, The Ministry of Communi- WG
cations 5!5'5 announced that preii ery arrangsments have bsen made to permit
US vegsels carrying aid supvliss to China to sail up the Yangtze River, under
conditions "which will not infringe upon Chira's inland navigaticn riphts,"”
(The Yangtze bas been closed to foreign shipping since V~J Day.) Such special
privileges are granted only for a temporary period of 6 months or 1 year, and
poate of call are limited to Nanking and Hankow. According to the reported
agraenent, only US merchantmen coming direct from foreign ports will be
allowed entry. These ships on the return voyage will bhe allowed to load export
articles destined for foreign commtries without making further stops at Chinese
poris earoute. BRBritain will probably renew efforts to obtain the same privilege,

Curran ices. Ilespite renswed Government concern over the economiec "BY
gituation, the blackmarlet rate on US Dollars rose to a new high during the
weok-CH $2,250,000 to US $1. Following this slump in the valus of the CN §,
comrodities reached new highs with rice selling at over CN $10 million a piecul,
a3 comparad with the pre-war price of enly CN $10, Soaring prices and short
supplies caused serious rice riocts in Chungking and Ningpo. Each succeeding
finencial crisis is more severs; while control measures ssem less effective,
There are reports of increasing refusals to accept CN currency as a monetary
modiwm, although such a trend is not yat widespread.

The Shanghai Market: US $ Exchangs (Selling Rate) Wholesale Price of Rice

ici ope ackmarket per 172-1b nicul
This week (18 Jun 48) ©N 480,000 ©N $2,100,000 CH $lO,100,000
Wesk ago (11 Jun 48) 180,000 1,675,000 8,800,000
Month ago (18 May 48) L80,000 1,120,000 $5350,000
Year ago (18 Jun 47) 12,000 3,000 100,000
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Aiile the 1SS de ctmg‘agﬁd in evtengive parehases in '®inys of rubber

v stet cekpiiing purposes, it iz likely that the Soviete have nlayesd a mard
in the decigion to effecct a anbatantial enrballment of UK and 1S inflivenns
n Bae ared ov ereaving conditionn which ﬂsm 1d pesessitnts the expensive

4
e it of bhe Limited UK milidary strength. 76 would spraar bhat bhe
»ound Loond Chinsse Semmmnlot *’},z"‘:t’.}!‘!urs are swaye that 7K el also
cand with an arwed Chinsoa M winbang faction, who have indiceted theip
wiion to agsers coatrol in Malsya 19 UK mxthorii,(,; shows olgan of
vy,  Prolenged disbavrbaveos in *aiaye whieh ner cen be omgidered
ey, yould deprive the UK of a mrjor dollar sarning aran, the (IS of a
f;mwm of wital raw materisls, and would soriously r&-m&r«:&we the saecea:ae
Faropcan Recovery Progranm,
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Tod.om m'u.:wn o1 aremement in Prenah Indochine deserds on elarification

of Fronsh anm;'.. A promt eleritication of Fremeh POLAty ViG-aevia Prenh
fndoching iu essential 1f sgreomonts in tha sensitive dinlomatic, militory,
and ecoaomie fields are to be eomeluded with the French-erongored wrowi sicnel
cenhioal grwm*tmﬁat of Vietnam, The status of Prenech Indoching, which was
,,wri.:uu.rr cilozified in She 5 June sereement nagotiated in Tﬁdochinu by
Freoneh High Somwniagionen Rollnert, was tha sublect of wecent romorkes by
(,0. te-rioret, the Prench Yinister for Overseas Feranse., Coste-Ploret indi-
catag thab \,ho fendamental positicn of the Prench Goverrment ealls fer the
couplels fresdom of Vietnam within the French Union ard the unifieation, by
& froe pepular vote, of the threo shates pampoaing Vietnsm (Ten) kin, Amnom,
and Cec‘aiﬁciuna) His first polnt wus qmd:l fied, howeover, by the atawmnn‘b
that within the French Unicn there mst be "mxﬁ;v" of ehp'l mmoey and of the
amm Despite hiz insistence that onifisation is to be desided hy the
ictnemese tnmae‘i’ve.,, Coste-Floret muintaired that the si rmamro of the
5 June e,wam,f did not inply Trench recogaiiion of wmification. inaswich a8

apreanent by the French Aso ;n.bwgn in the atatone of Danhinehing
BoiLL nen gol. remain 2 i DRSSSAYY Suecess ox 1 wres
(i ill a French colony) remai o & ¥ the nros

RS e i BRI A2 060/08T28 € IR Py 0 198 2888540 66 1064 5250

wmn

[P

RS —

PR —



Approved For Release 2000/08/29 : CIA-RDP79-01082A000100010015-3

TOTYCH THDOCHTHA (eontinued

—n.

st ooressal. en route o Mrla, to ecnvince the Freneh Assarbly of the
vinediate necessity of apvroving and implementing the Franco-Vietnamese

, tmaesty for dissident covarian orpanimatlons may veswit dn irgrossing. 606
Ly nationzlistie trend, The armenty prociamation pardoning members af
both the Hukbalshap, dissident sprarian organization of eentral Inzon, and
its political affiliate, the Mational Peasante! Union (PK37) sipned 2% Tune
.~ President Muirine in the presonce of Tul leader, ILnis Tamue is ercebed
<. be approved witheut deley by the Philippine Congress whieh is currcvtly
in special session. The long-awaited amnesty reportedly followed a erueisl
meeting on 6 June in central Iuzon at whieh Huk lesders and fovernment reyYre-
sentative intonio “uirino, brother of the President, threshed out the ammesty
terns and agreed upon the following points of poliey: (1) encouragement of
Filipgho-owned industry; (2) a more equitable land distribution-to the peasantrys
and (3) implementation of policies free fram foreign influsence and cantrol. -
Tarue who recently admitted his membershin in the Philippine Commmnist Party,
is en ardent nationalist and has repeatedly protested againgt US privilepges
and influence in the Philippines. It is likely that the Ouirino Administra-
tion, which by initiating the armesty nepotiations has already departed
abruptly fran the policy pursued by the iate President Roxas, will carry out
the amnesty by a gradual trend toward the policy outlined at the 6 June meet~
ing. As a result the 'S may be faced with inereasing requasts for changes
and interpretations of the treaties which definé rather rigidly the righta
of the US and of IS citizens in the FPhilippines..
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